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86-2.2- Interest for all residential health care 

facilities. (a) Necessary interest on both current and capital

indebtedness is an allowable cost for all residential health
care 
facilities. 

(b) To be considered as an allowable cost, debt 
. . . .interestshallbe incurred to satisfy ina excess of need,.
interestexpenseshallbe at a rate not financialwhat a
. .  

prudent borrowerwouldhavehad to pay in the money market at the. ... . .,..,... .... . . ...,- ,.,:.:.:... ..,:.. 

time the loan was made. Also, the interest shall be paid to a 
lender not related through control, ownership, affiliation or 
personal relationship to the borrower, except in instances where 
the p r i o r  approval of the Commissionerof Health has been obtained. 


(c)(1) Interestexpenseshallbereducedby

investmentincomewiththeexception of incomefromfunded 

depreciation, qualified pension
funds, or in instances where income 

from gifts or grants is restricted bydonors. Interest on funds 


fund
borrowed from a donor-restricted or funded depreciation an 

allowable expense. 


(2) Envestment income reported for the fiscal
year
ending December 31, 1983, (or for a subsequent fiscal yearif that 

subsequent year's report is being used by the department to 

establish the basic rate pursuant to section 86-2.10 of this 

Subpart) shall the expense
reduceinterest allowed for 

reimbursement as follows: 


For residential care
(i) all health facilities, 

investment income shall first reduce the interest expense allowed 

each yearfor operational cost reimbursement; and 


(ii) the amount of any remaining investment income, after 

application of (i), shall reduce the interest expense reimbursed 

each yearas capital cost for voluntary and public facilities; and 


(iii) the amount of any remaining investment income, I 

after application of (ii), shall not beconsideredinthe 
computation of the rate. 

(dl interest on current indebtedness shall treatedand
be 

reported as an operating, administrative expense. 


(e) interest on capital indebtedness, as defined in i 

paragraph 86-2.21(a)(1) of this Subpart, except as provided for in 
section 86 - f this Subpart for rate years beginning January 
1, 1986 and er, is an allowable cost if the debt generating
the interestisapproved by theCommissioner,incurred for 
authorized purposes, and the principalof the debt does not exceed 
either the approvalof the Commissioner or the cost of the 
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(1) for all residential health care facilities, investment 
income shall first reducethe interest expense allowed each year
for operational cost reimbursement; and 

(ii) the amount of any remaining investment income, after 

application of subparagraph(i),shall reduce the interest expense

reimbursed each year as capital cost for residential health care 

facilities; and 


(iii) the amount of any remaining investment income after 

application of subparagraph (ii), shall not be considered in the 

computation of the rate. 


( 3  For rate years beginning on or after January1, 1994 f o r  
all residential heal th  car.e.facilities investment income reported
for the sameyear used to compute capital cost reimbursement for a 
facility's rate shall reduce the interest expense allowed for 

reimbursement [as provided in subparagraph
(c)(2)(i)- (iii)of this 
section.] 
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(b) New facilities withoutadequate cost experiencewhose races are 


calculated pursuant to section
86-2.15of this subpart shallbe exempt from the 


requirements in subparagraphs(a) until January 1st of the first calendar year 


used as the basis for
computing capital cost reimbursement and for which a cost 


report is filed subsequent to the cost report described in 86-2.2(e) of 


this Subpart. This exemption shall not
apply to operatins facilities that open 

new discreteunitsprovidingservicesreimbursedinaccordancewiththe 

provisions of paragraphs ( 5 1 ,  (6) and/or ( 7 )  of section 86-2.15(b) of this 

Subpart or other similar discrete unitsproviding care to residents with special 


needs that receive a separate and distinct payment rate under section
86-2.15of 


this Subpart. 


(c)Theinterestexpensethresholdforfacilitiesoperatedby 


receivers or new operatorswho are required to file a cost report
�or the first 


twelve-month periodof operation pursuant to section
86-2.10(k) of this Subpart 


shall be established for that cost report period in accordance with
subparagraph 


(a) of this paragraph using the primelending rate in effect on january 1st of 


the year in which the cost report begins 


* * * * *  
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86.2.21 Capital Cost reimbursement for proprietary residential 

health care facilities. (a) definitions As used in th i s  

section, the following terms shall be defined as follows 

(1) capi tal  indebtedness. The term cap i ta l  

indebtedness shall mean all debt obligations of a facility that 

are: 

(i) evidenced by a mortgage note o r  bond and secured 

by a mortgage on the land, building or nonmovable equipment 

of a facility or evidenced by a note incurred in accordance 

with subparagraph ( i i )  of this paragraph; 

( i i )  incurred for the purpose of financing the 

acquisition, construction or renovation of land, building 

or nonmovable equipment (hereinafter called the "authorized 

purpose") ; and 

( i i i )  found by the commissioner to be reasonable, 

necessary and in the public interest with respect to the 

facility in accordance with standards set forth in section 

86-2.21(e)(3)(ii) of this Subpart. Refinancing o f  capital 

indebtedness shall be recognized only to the extent of the 

then unpaid balance o f  the debt being refinanced. 

(2) commissioner. The term commissioner shall mean 

the Commissioner o f  Health of the State o f  New York. 
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( 3 )  Depar tment .  The term depar tment  shall mean the 

Department of Healtho f  the State of  New York .  

( 4 )  equity The term equity shall mean all cash o r  

other assets, net of liabilities, invested by a facility or its 

operator in land, building and nonmovable equipment,and found 

by the commissionert o  be reasonable, necessary and in the 

public interest with respect to the facility. Equity shall 

n o t  include any change in the book value of a facility resulting 

f r o m  reevaluation o f  assets or from the amortizationof capital 

indebtedness resulting from payments made pursuant to 

subdivision (e), paragraph ( 3 )  o f  this section. 

( 5 )  facili ty. The term facility shall mean a 

proprietary residential health care facility, as the term 

residential health care facility is defined in article 28  o f  

the Public Health Law and in regulations of the department. 

( 6 )  initial a l l o w e d  facility cos t .  The term ini tial 

a l l o w e d  facility cost shall mean the portionof certified costs 

approved by the cornmissioner or, in the case of facilities 

granted operating certificates prior to April 1 5 ,  1973, the 

costs o f  the facility as verifiedby audit to the satisfaction 

o f  the commissioner or, in the case o f  facilities not able to 
e

comply e r  the standards,foregoing costs imputed 


JUL. 2 9 1987 
8 2 - 3 0  
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pursuant to subdivision (g) of this section, in or prior to the 


first yearof useful facility life attributable to the acquisition 


the
of land and construction, acquisition or renovation of building 


and nonmovable equipment. The commissioner shall disregard any 


costs relating to prior transactions involving the facility which 


he finds were not fide or the terms of which are
found to be 


other than fair
'and reasonable. 

( 7 )  Useful facility life. Theterm useful facility life 


shall meana period of40 years measured from the calendar
year in 


whichafacilitycommencesoperationsasdeterminedbythe 


commissioner. 


( 8 )  Rate of return. The term rate ofreturn shall mean 

the annual rate of return on equity invested, [as said rate is 

ofdetermined by theUnited States Department Health, Education and 


Welfare as an element of reasonable cost for purposes
of payments 


to or reimbursement of proprietary providers under XVIII of 
i 
I theFederalSocialSecurityAct.]andsaidrate for a rate year 
! 


shall be equal to the yieldon thirty year United
States Treasury 


bonds in effecton the second Wednesdayof Sectember of the year 


prior to the rateyear. 

I 

( 9 )  Capital improvement. The term capital improvement
OFFICIAL 
shall mean any addition to, replacement of, or improvement of a 

. capital' item of plant or nonmovable equipment approved by the 

commissioner as reasonable.necessary 3-2 :-

i 
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(1 0) cap1 tal improvement cost. The t e r m  cap1 tal 

improvement cost s h a l l  mean t h ea c t u a le x p e n d i t u r e  or p o r t i o n  

t h e r e o f  a t t r i b u t a b l e  t o  a cap i ta limprovementapprovedbythe  

commissionerasreasonable,necessaryand i n  t h e  p u b l i c  i n t e r e s t .  

(11) Hospital-based residential health care facility. 

The t e r m  hospital-based residential health care facility s h a l l  

meana f a c i l i t y  h o l d i n g  a c e r t i f i c a t e  of o p e r a t i o na s  a 

r e s i d e n t i a l  h e a l t h  c a r e  f a c i l i t y  w h i c h  i s  wholly owned by  a 

h o s p i t a l  a s  t h a t  t e r m  i s  d e f i n e d  i n  Subpar t  86-1 of t h i s  T i t l e ,  

and i s  p h y s i c a l l y  l o c a t e d  i n  a b u i l d i n g  or b u i l d i n g s ,  p a r t  o f  

w h i c hb u i l d i n g  o r  b u i l d i n g sa r ea l s ou s e df o rp r o v i s i o n  o f  acu te  

c a r eh o s p i t a ls e r v i c e s .  

(12 )  Effective term. The t e r me f f e c t i v et e r ms h a l l  mean 

t h e  number o f  yea rsandmonthsrequ i red ,pu rsuan ttothete rm o f  

t h en o t e  or mortgage, t o  f u l l y  a m o r t i z e  t h e  p r i n c i p a l  o f  d e b t ,  

p r e d i c a t e du p o nt h er e g u l a rp r i n c i p a lp a y m e n t sr e q u i r e db yt h e  

mortgage or n o t e ,b u td e t e r m i n e dw i t h o u tr e g a r dt oa n yp r o v i s i o n  

f o r  m a k i n gt h eb a l a n c ea l l  dueand p a y a b l e  a t  a g i v e nd a t e  o r  

upon a s t a t e de v e n t ,  and w i t h o u tr e g a r dt oa n yp r o v i s i o nf o r  

a c c e l e r a t i o n  o f  t h ed e b t  or a n y  o r i g i n a l  o r  subsequentagreement 

f o r  t hesuspens ion  o r  m o r a t o r i u m  o f  p r i n c i p a lp a y m e n t s .  

( b )S u b j e c tt os u b d i v i s i o n  ( f )  o f  t h i ss e c t i o n ,t h e  

re imbursementra te  o f  e v e r y  f a c i l i t y  c e r t i f i e d  b y  t h e  commissioner 

8 6 - 4  . 
JAN. 19@3 
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andapprovedbytheSta teD i rec to r  o f  t h eB u d g e tp u r s u a n tt o  a r t i c l e  

28 of t h eP u b l i cH e a l t h  Law s h a l l ,i ne a c hy e a r  of u s e f u l  f a c i l i t y  

l i f e ,  i n c l u d e  a c a p i t a l  c o s t  componentdetermined i n  a c c o r d a n c ew i t h  

t h ep r o v i s i o n s  of s u b d i v i s i o n( c ) ,  ( d )  or (e )  o f  t h i s  s e c t i o n  

a p p l i c a b l e  t o  t h e  f a c i l i t y  i n  suchyear.  

( c ) ( l )  The p r o v i s i o n so fs u b d i v i s i o n( e )  of t h i ss e c t i o ns h a l l  

n o ta p p l yf o rt h et e r mp r e s c r i b e db yp a r a g r a p h  ( 3 )  o f  t h i s  

s u b d i v i s i o n  t o  a n y  f a c i l i t y  w h i c h ,  as o f  t h e  e f f e c t i v e  d a t e  of t h i s  

s e c t i o n ,  i s  l o c a t e d  i n  andoperated from l easedspacepursuan tto  a 

lease:  

(i)which  was e n t e r e di n t o  andapproved f o r  

re imbursementpr iortoMarch10,1975;and 

(ii)whichthecommiss ione rf i ndstobe  bond f i d e ,  

v a l i d  andnoncancelable;and 

(iii) thepayments,  o r  a p o r t i o nt h e r e o f ,  made 

pu rsuan ttosuchleasearefoundbythecommiss ione r  t o  

havebeentheproperbas isfo rre imbursemen t  o f  c a p i t a l  

c o s t  p a i d  t o  s u c h  f a c i l i t y  p u r s u a n t  t o  a r t i c l e  28 o f  t h e  

P u b l i cH e a l t h  Law p r i o r  t o  March10,1975. 

* ( 2 )  The c a p i t a lc o s t  component o f  a f a c i l i t yw i t h i nt h e  

p r o v i s i o n s  o f  paragraph ( 1 )  o f  t h i ss u b d i v i s i o ns h a l l ,  f o r  t h e  

t e r m  p resc r ibedbyparag raph  (3) o f  t h i ss u b d i v i s i o n ,c o n s i s t  o f  
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a payment f a c t o r  s u f f i c i e n t  t o  r e i m b u r s e  t h e  f a c i l i t y  f o r  t h e  

t o t a l  paymentsrequi redunder  i t s  l e a s e  t o  t h e  e x t e n t  a p p r o v e d  

by t h e  c o m m i s s i o n e r  p u r s u a n t  t o  p a r a g r a p h  (1) o f  t h i s  

s u b d i v i s i o n ,a n ds u b j e c t  t ot h eh i s t o r i c a ll i m i t a t i o n s  s e tb y  

thecommissioner.  

( 3 )  Cap i ta lcos tre imbursemen t  for l e a s e df a c i l i t i e ss h a l l  

be made p u r s u a n t  t o  t h i s  s u b d i v i s i o n  f o r  t h eb a l a n c eo ft h e  

l e a s et e r m( c o m p u t e dw i t h o u tr e g a r dt oa n yf u t u r ee x t e n s i o no r  

o p t i o nt or e n e wa u t h o r i z e db yt h el e a s e )r e m a i n i n ga s  o f  t h e  

e f f e c t i v ed a t e  o f  t h i ss u b d i v i s i o n .  Upon t h ee x p i r a t i o no fs u c h  

b a l a n c eo ft h el e a s et e r mp r o v i d e di na na p p r o v e dl e a s e( a ss a i d  

l e a s e  so prov idesasofAugust  1, 1977)  o r  such e a r l i e r  

e x p i r a t i o nd a t ea s  may beagreed t o  b y  t h e  p a r t i e s  t o  a n  

a p p r o v e dl e a s e ,c a p i t a lc o s tr e i m b u r s e m e n ts h a l l  be made 

p u r s u a n tt os u b d i v i s i o n( e )  o f  t h i ss e c t i o nn o t w i t h s t a n d i n ga n y  

e x t e n s i o no rr e n e w a l  o f  s u c hl e a s eo rt h ee x e c u t i o no f  a new 

l e a s eb yo ro nb e h a l fo ft h ef a c i l i t y ,p r o v i d e d ,h o w e v e r ,t h a t  

t hecommiss ione r  may, i n  h i s  d i s c r e t i o n ,  c o n t i n u e  c a p i t a l  c o s t  

r e i m b u r s e m e n tf o rs u c hl e a s e df a c i l i t i e sp u r s u a n t  t o  t h i s  

s u b d i v i s i o n ,a t  a r e n t a l  amountapprovedbythecommissioner 

p r i o r  t o  s u c he x t e n s i o no r  r e n e w a l ,  and n o tp u r s u a n t  t o  

s u b d i v i s i o n( e ) ,  upon h i sf i n d i n gt h a tt h e r e  i s  a p u b l i c  need 


